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FINNISH KEY ECONOMIC INDICATORS 


Values in U.S. $ millions unless otherwise indicated. Exchange rates, 
$1.00: 1985 = FIM 6.206; 1986 = FIM 5.078; 1987 = FIM 4.5 
1985 1986 (1) % 1987(e) % 
Change (2) Change (e) 


INCOME, PRODUCTION & EMPLOYMENT 
GDP* (current prices) 54,044 70,505 
GDP* (constant prices) 35,410 44,122 Sigzs¥ 
Per capita GDP* (dollars) 11,025 14,333 17,230 
Industrial fixed investment 

(manufacturing industry) 2,109 3,460 
Private disposable income 32,614 41,729 50,400 
Industrial production (1980=100) 112.4 115.8 118.1 
Avg. industrial wage 

(hrly. rate for males, $) 5657 7628 8.75 
Labor force (000's) 2,566 2,572 2,573 
Avg. unemployment rate, percent 6.3 6.9 7.0 


MONEY AND PRICES 

Money supply, M2 26,853 35,314 43,400 
Base rate, Bank of Finland 9.0 7.0 7.0 
Wholesale prices (1980=100) 142.2 35.7 138.5 
Consumer prices (1980=100) 134.6 139.4 144.3 
Retail sales (1980=100) 114.0 117.0 121.0 


BALANCE OF PAYMENTS AND TRADE 
Gold and foreign exchange 
reserves, Bank of Finland 4,000 
External central govt. debt ° 6,420 
External debt service ratio 
(total external debt) (3) 13.3 
Bal.of pymts., current acct. -1,120 
Balance of trade +1,000 
Exports, f£.0.b. 19,100 
U.S. share (percent) 5.4 
Imports, c.i.f. 18,100 
U.S. share (percent) 


* Gross domestic product 


estimate; p = preliminary 
Exchange rate changes have distorted some growth trends. 
Percentage changes based on FIM values. 


Debt service charges on net debt, as percentage of current account 
earnings. 


Main imports from the United States, Jan.-Dec. 1986 ($ millions): 
Machinery & equip., 339 (of which office machinery & ADP equip., 155); 
chemicals & related products, 90; precision instruments, 47; foods, 33; 
aircraft & parts, 29; soybeans, 22; tobacco & manufactures, 22. 





SUMMARY 


Finland's growth should move back into the healthy 3 percent 
range in 1987. Domestic demand will remain high, partly as a 
result of higher personal incomes and tax relief measures. 
Foreign demand for Finnish exports should prove steady to OECD 
nations, but may dip to the USSR as the indirect result of 
recent oil price developments. 


Finnish Government policymakers have several top priorities. 
Bringing inflation down to average OECD levels in order to 
sustain foreign trade competitiveness and employment is a 
central priority. Sustaining the parity of the Finnmark in 
face of sporadic speculative pressures remains a policy 
objective. Encouraging pro-competitive structural adjustment 
of the economy has a high priority, manifest in reorganization 
of industrial subsectors through company mergers, plant 
rationalization, etc. Moves to boost the efficiency of 
Finland's capital market are well under way. 


The Finnish Government's macro-economic policy tack has a 
conservative cast. Fiscal policy is of a mildly stimulative 
stance--with the Government's net financing requirement at some 


1/5 percent of GDP for the current year. Debt is still low by 
international standards--about 15-16 percent of GDP. Finland 
will show a foreign trade surplus in 1987, but will have an 
overall current account deficit of about 1.3 percent of GDP. 


Finland continues to encourage foreign investment, and Finnish 
firms seek out investment opportunities abroad, including in 
the United States. The present weaker dollar value will open 
up new opportunities for U.S. exporters to the Finnish market. 
U.S. export prospects appear strongest in the fields of 
production/test equipment, business machines, industrial 
process controls, medical equipment, and aircraft/avionics. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Economic Growth: Real growth in Finland came to roughly 2 
percent in 1986--slightly lower than normal for the past 
several years. Indeed, growth dipped to only 0.5 percent in 
the first half of 1986 as a result of strikes by labor unions 
and weakened export levels. The economy bounced back in the 
second half of last year--registering a recovery fueled mainly 
by buoyant export sales. The resultant slack growth for 1986 
followed a period of healthy, sustained growth levels. For 
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example, Finland enjoyed a steady annual real growth of roughly 
3 percent between 1982 and 1985, well above the average for 
other Western European nations. 


A return to healthy growth is likely during 1987. Finland's 
Finance Ministry currently projects real annual growth for 1987 
and 1988 at 3 percent, and most private research institutes are 
equally sanguine. The Ministry bases its forecast on high 
levels of domestic consumption, coupled with stronger 
investment and exports. 


After a return to creditable export levels in the second half 
of 1986, the market situation for the important forest products 
industry looks favorable through 1987. Capacity utilization 
should stay in excess of 90 percent. This industry's 
profitability should improve as a result of lower energy costs, 
lower interest costs, and probable restrained hikes in raw 
materials. Improved foreign demand for Finnish spruce exports 
helps improve the outlook for Finnish sawmills. Moreover, 
Since production capacity of all sawmills contracted from about 
12 million cubic meters in 1982 to some 9 million in 1986, the 
profitability of the remaining plant capacity has improved. 

The marketing outlook for most board and plywood products is 
satisfactory and price levels have edged up. Pulp prices 
recovered strongly in 1986 from the low level of 1984-85. To 
boost competitiveness in the paper production field, Finnish 
firms are continuing to move into more production of higher 
quality grades. The latest Finance Ministry estimate is for 
paper and pulp output to rise 4.5 percent in volume in 1987. 


The metal industry's outlook has brightened somewhat from a 
Slack period in mid-1986. The recovery period in the iast half 
of 1986 was characterized by a small investment surge in both 
Finland and the rest of Western Europe. This helped the metal 
industry. In addition, Finnish exports to the USSR did not 
decline to the extent feared in the immediate wake of the 
substantial drop in Soviet oil export earnings. Finland's 
Shipbuilding sector is not untroubled. Weaker Soviet demand 
for Finnish ships is mainly due to weaker USSR oil export 
earnings and an attendant decline in Soviet demand for Finnish 
manufactures under the special bilateral trade pact which calls 
for mutually balanced trade values. In addition, weak oil 
prices have substantially cut worldwide demand for Finland's 
oil exploration and production vessels. Lower ship production 
also has an obvious negative impact on shipyard suppliers in 
other metal and engineering sectors. 
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Finnish metal industry growth promises to be modest. Output of 
the combined basic metal, metal manufacturing, and engineering 
industries should increase by some 2-3 percent in volume in 
1987. The chemical industry should be buoyed by improved 
prospects for a main end-user, the forest products industry. 
Production by clothing, textile, and shoe industries may well 
be depressed by the impact of cheaper oil prices on Soviet 
imports of such consumer goods. 


Substantial industrial reorganization took place in 1986. This 
process is sure to continue. Mergers of corporations in 
shipbuilding, machinery, and forestry sectors were the most 
visible manifestations of this trend. Such moves were--and 
will continue to be--aimed at boosting efficiency and 
international competitiveness. The interest of Finnish firms 
in acquiring foreign subsidiaries in both Europe and the United 
States was marked in 1986, and promises to continue. During 
1986 a major U.S. elevator manufacturer formed a new joint 
venture in Finland, while an American bank sold its Finnish 
subsidiary to a Swedish bank. 


Government Policy: Sustaining and improving Finnish export 
competitiveness is a central policy objective. Related 
objectives include job creation and braking inflation. 
Corresponding policy moves have included measures to ease 
personal income taxation with the aim of moderating upward wage 
pressures, and corporate and energy tax reforms aimed mainly at 
boosting foreign trade competitiveness. Some tax relief 
measures affecting corporate dividends have been expressly 
aimed at facilitating development of equity and risk capital 
markets. Several major political parties have voiced support 
for a substantial relaxation of presently hefty marginal tax 
rates on personal income. Some policymakers are calling for a 
major tax reform, somewhat along the lines of what was recently 
accomplished in the United States. 


Government budget policy has been on a slightly expansionary 
tack since 1985. This has boosted domestic consumption and 
sustained employment at a time when export levels were 
depressed. The latest Finnish Finance Ministry estimate is 
that the current expansionary fiscal stance will add as much as 
l percent to 1987's real growth level. Policymakers remain 
cautious, however, about too much reliance on deficit 

spending. The financing requirement in the 1987 government 
budget comes to less than 2 percent of GDP. Total central 
government debt may rise to a level equivalent to only 15-16 
percent of GDP by the end of 1987. This debt level appears low 
by prevailing international standards. 
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Monetary policy in 1986 aimed at lower interest rates was 
largely successful, but speculative "runs" on the Finnmark 
forced authorities to boost some interest rates in early and 
mid-1986. Speculative pressures have continued to abate and 
the overall thrust of interest rate policy continues in the 
downward direction. It is consistent with recent success in 
braking inflation, with current near-record foreign exchange 
reserves, and with the Government's resolve to boost foreign 
trade competitiveness. 


Financial deregulation made substantial progress in 1986. 
Regulation of banks' average lending rates was terminated. 
Limits on foreign currency borrowings by manufacturing firms 
were relaxed for long-term transactions. The essentially 
unregulated, wholesale money market continued in magnitude. 
Central Bank policy appears aimed at encouraging the 
development of a genuine money market in Finland which would 
allow it to implement monetary policy through new measures such 
as the open market intervention practiced by our Federal 
Reserve. Moves are underway to wean commercial banks away from 
excess reliance on the Central Bank's overnight call money 
market and thus to reduce volatility. 


Current tax policy exempts individuals from taxation of 

interest income from bank deposits. This works to encourage 
savings and it tends to lower the cost banks must pay for 
deposits. Since dividends on stocks and bonds do not enjoy the 
same exemption, the present system can be seen as a brake on 
development of Finland's security market. Policymakers are 
paying increased attention to ways of correcting this situation. 


Domestic Consumption: Finnish domestic consumption moved up a 
real 3 percent in 1986 due to brisk growth in income, downward 
inflation adjustment in personal tax rates, and the special 
"dividend" of cheaper oil. This trend was manifest in 
particularly high sales of passenger cars, home appliances, and 
consumer electronics. Household disposable income should 
increase even more in 1987. Almost one-third of this increase 
is directly attributable to a postponement of 1986 tax refunds 
to early 1987. Downward indexing of personal tax rates was 
also higher than consumer price growth. High real interest 
rates (by recent Finnish standards) may have worked to moderate 
consumption growth to some extent by increasing savings and 
reducing the attractiveness of consumer credit. 


Private consumption may move up a real 3.5 percent during the 
course of 1987, according to the latest Finance Ministry 
estimate. The structure of domestic consumption patterns will 
likely remain unchanged. Sales prospects for semi-durables 





-7- 


such as clothing and textiles and for foreign travel also 
appear strong. Passenger car sales may pace or dip slightly 
below the record level of 1986. Demand for other consumer 
durables should be strong. The combined result of heightened 
domestic consumption trends in Finland has normally worked to 
increase import levels in the past, given the production goods 
bias of home industry and low import barriers to many consumer 
durables. Government consumption should rise 3 percent in 1987. 


Investment: Total fixed investment moved up 1 percent in 

1986. This represented a substantial deceleration from the 

3 percent real level of 1985. Much of this increase took place 
in government-owned firms which comprise as much as a fifth of 
Finland's total industrial enterprises. Profitable investments 
in financial assets--partly in Finland's unregulated money 
market--may have worked to lower real investment levels. 

Banks, companies, and individuals appear to be increasing their 
investment in stocks and bonds. Stock prices on the still 
small Helsinki stock exchange, for example, rose to record 
levels in 1986. Investment in production goods should pick up 
in 1987. The latest Finance Ministry estimate is for 10 
percent growth in manufacturing fixed investment. Growth may 
be fastest in the forest sector, due to heavy demand for 
Finnish production in other West European markets. 


Foreign Demand for Finnish Exports: Finnish exports rose only 
0.6 percent in volume in 1986. Total exports by volume rose a 
full 3 percent to free market economies, but fell 7 percent to 
the USSR. Exports to other western nations were particularly 
slack in the first half of 1986, partly as a result of the 
impact of weaker American and Canadian dollars on international 
forest industry trade. A substantial recovery of demand among 
other western nations pushed up Finnish exports in the second 
half of 1986. This trend should continue for all of 1987. 


Overall, costs faced by Finnish exporters have been rising at a 
somewhat faster pace than that of firms in some major 
competitor nations. This disadvantage has been partly offset 
by energy tax relief measures and some slippage of the 
Finnmark's value vis-a-vis some major West European currencies. 


The latest Finance Ministry estimate is for Finnish exports to 
other Western nations to rise by 6 percent in volume in 1987. 
Exports to the USSR will drop substantially. The exact extent 
of lowered exports to the Soviets will depend on still unknown 
world oil price developments. The Finnish and Soviet 
governments agreed in late 1986 to shift part of an export 
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surplus owed to Finland into a special load account on which 
the USSR will pay interest and which will be guaranteed against 
any substantial devaluation of the ruble's value. This move 
will reduce the necessity for any draconian cuts in Finnish 
exports to the USSR in the immediate future. Still, 
Soviet-bound exports may slip as much as 20 percent in 1987, 
depending, of course, on oil price developments. 


Finland's global exports for 1987 may grow as much as 

5 percent, due to a 2 percent increase in volume and a 2 
percent boost in export prices. Forest industry exports should 
move up by 5 percent in volume and about 8 percent in value, 
unless North American competition proves very severe. 
Soviet-bound forest industry exports will probably sink. 


The volume of total Finnish exports of metal manufactures and 
engineering products in 1986 only paced the previous year's 
level, due mainly to contraction of exports to the USSR. In 
1987, Soviet-bound exports from this sector should fall as much 
as 15 percent in volume. Exports to western nations should 
enjoy a brisk upswing, mainly the result of an investment spurt 
in the OECD. Finland could not escape the consequences of the 
global crisis in the shipbuilding sector in 1986. Export 
values dropped 14 percent. The collective order book of 
Finnish shipyards is presently slim, despite a modest spurt of 
foreign orders over the past couple of months. Overall metal 
industry/engineering exports may move up 3-4 percent in volume 
in 1987. Reduced export quotas to the USSR will adversely 
affect some exports of foodstuffs and textiles. 


Import Demand: Total Finnish imports rose 6 percent in volume 
and fell 5 percent in value in 1986. The oil price drop and 
slack industrial production were the main contributors to this 
trend. Imports in 1987 should rise 2.5 percent in volume and 
some 5 percent in value. Since the expanding forest products 
industry requires mainly domestic inputs, raw material imports 
will show only a modest rise. Increased company spending for 
machinery and equipment will hike total import levels of 
investment goods. Increased passenger aircraft imports from 
the United States are scheduled. Consumer goods imports should 
show only a modest increase. The quantity of oil imports for 
domestic consumption should stay unchanged, but some crude 


imports from the USSR may be reexported to hard-currency 
markets. 
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Balance of Payments: Finland's trade surplus doubled in 1986 
to $980 million, as the result of a substantial improvement in 
terms of trade. The decline in oil prices played a major 
role. There was a further weakening in Finland's services 
account in 1986. Less Finnish trade was moved on Finnish flag 
carriers, there were lower exports of construction/engineering 
services, Finland's foreign aid increased, and spending by 
Finnish tourists abroad continued to rise. Interest payments 
on Finland's foreign debt also rose in 1986. Overall, 
Finland's current current account deficit came to about $827 
million, roughly $99 million lower than in 1985. Total net 
foreign debt at the close of 1986 was $10 billion. This 
represented an increase of 11 percent over the 1985 level, the 
equivalent of 14.4 percent of GDP. The Finnish Government 
accounted for nearly 48 percent of the net debt. 


Finland's trade surplus should decline in 1987. Exports will 
probably increase at a slower pace and terms of trade should 
remain largely unchanged. A modest deficit in the services 
account appears likely. A lower dollar value and declining 
world interest rates may lower the Finnmark-denominated cost of 
foreign debt service. Finland's Finance Ministry now projects 
that the current account deficit will deepen to $1.3 billion in 
1987--equal to roughly 1.6 percent of GDP. Some private 
researchers foresee a slightly lower deficit. 


Fear of Finnmark devaluation provoked a heavy run on foreign 
exchange reserves in the first 8 months of 1986. Convertible 
reserves fell from $3.6 billion to $1.5 billion between the end 
of 1985 and mid-1986. The Central Bank refused to bow to a 
wave of speculative pressure in August, and confidence in the 
Finnmark was restored. The combined effect of buoyant exports 
and capital imports brought reserves back to $2.1 billion by 
year end. By March 1987, convertible reserves rose further to 
the comfortable level of $3.9 billion. Non-convertible ruble 
reserves stood at $5.3 million as of March 1987. This figure 
may understate total ruble reserves since Finland has 
transferred approximately $400 million to an interest-bearing 
account in the Soviet Foreign Trade Bank. This transfer was a 
short term technical solution to the problem posed by a large 
non-interest bearing ruble receivable account accumulated as a 
result of Finland's heavy trade surplus with the USSR in 1986. 


Prices: Inflation performance in Finland has not been fully 
satisfactory. Finland's consumer price index hike did fall 
from 5.9 percent in 1985 to 3.6 percent in 1986, but the latter 
rate was still high by average OECD standards. Some price 
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controls were eased in 1986 to promote more price competition. 
Price controls should be further relaxed in 1987. The Finnish 
Finance Ministry's latest estimate is for the CPI to rise 3.3 
percent in 1987 on both a year-on-year and a December to 
December basis. Most of the increase will be due to domestic 
price inflation. Import prices alone will push up the CPI only 
by about a single percentage point. Some private researchers 
see inflation as high as about 3.5-4 percent in 1987. 


Labor: Demand for labor in Finland contracted in 1986, the 
first such occurrence since 1978. The total number of 
unemployed increased on a year-to-year basis from 163,000 to 
181,000. The unemployment rate rose from 6.3 percent in 1985 
to 6.9 percent in 1986. Youth unemployment and persistenz 
unemployment in some regions are perceived as problems. Demand 
for labor should move up slightly in 1987. Overall, the 
majority of new jobs will be created in the services sector, 
with job losses increasing slightly in primary and processing 
industries. Job losses in the shipbuilding sector may be 
marked in some localities. Unemployment may also move up in 
the textile and foodstuffs industries. Labor shortages in 
technical and service sectors also persist in some cities. 


IMPLICATIONS FOR THE UNITED STATES 


The main export product categories delivered by the United 
States to Finland in 1986 fell, as in previous years, within 
the high-technology sector and included: ADP equipment, 
business equipment, precision instruments, and special 
industrial machinery. Other significant items supplied by the 
United States were: raw tobacco, soybeans, and canned fruit. 
At present, Finland's national airline has seven MD-87 and four 
MD-11 jets on order (including two MD-lls on option) from the 
McDonnell-Douglas Corp. 


Finland's chief exports to the United States in 1986 included: 
high-grade paper and paperboard, paper industry machinery, 
ferrous and nonferrous metals, undressed hides, skins and furs, 
cheese, and alcoholic beverages. 


No intrinsic change in the structure of Finnish-American trade 
took place in 1986. A marked evolution is taking place, 
however, in the restructuring of industry which holds 
significant implications for the future of U.S. exports to 
Finland. Hand-in-hand with traditional industries 
(wood-processing, papermaking machinery, shipbuilding, 
electronics, etc.), a number of new industrial sectors are 
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emerging which, in view of limited domestic resources, create 
demand for materials, components, and technology from which 
U.S. suppliers stand to benefit. 


Innovative fields where Finnish industry remains dependent upon 
complementary sources of high technology equipment and know how 
from overseas include: industrial automation 
(computer-integrated manufacturing CIM); electronic 
communication (including optical fiber technologies) ; 
microelectronics (with manufacturing, medical, meteorological 
and other applications, and sensor technology); and new 
materials technology ( ceramics, carbon fibers, composite 
materials, electrically active polymers, and biotechnology). 


As these fields evolve from their basic research level and turn 
into full-fledged industrial sectors, U.S. suppliers of 
high-technology equipment and know-how should enjoy a growing 
number of export sales opportunities. In the shorter term, the 
following product categories may be regarded as offering the 
best sales prospects for suppliers: electronics industry 
production and test equipment; industrial controls (including 
pollution control equipment); business equipment; medical 
apparatus; and avionics and ground support equipment. 




















